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BRUSSELS PASS TO US MISSION EC 
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TAGS: ENRG, OPEC 

SUBJECT: KUWAIT OIL PRICE REDUCTION 

REF: KUWAIT 4307 

SUMMARY: OIL MINISTRY MARKETING DIRECTOR CONFIRMS THAT 
KUWAIT HAS NOTIFIED ITS CUSTOMERS OF 10 CENT PER BARREL 
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EFFECTIVE PRICE CUT, THOUGH OFFICIAL PRICE PRESUMABLY TO REMAIN 
$12.37 PER BBL. CUT TO BE GIVEN IN FORM OF CREDIT AT END 
OF YEAR. DIRECTOR SAYS MOST CUSTOMERS HAVE AGREED 
TO MEET APPROXIMATE CONTRACT MINIMUMS IN RETURN FOR 10 CENTS PER 
BARREL CREDIT. BASED ON HIS PREDICTIONS, TOTAL KUWAIT 
OIL SALES (INCLUDING SAUDI/KUWAIT NEUTRAL ZONE) LIKELY 
TO INCREASE FROM JULY LOW OF 1.6 MILLION B/D TO AVERAGE OF 
2 MILLION B/D FOR SECOND HALF OF 1977, AND 1.94 MILLION B/D FOR YEAR 
10 PERCENT BELOW 1976'S AVERAGE OF 2.15 MILLION B/D. 

GIVEN JAN. 1977 OIL PRICE RISE, REVENUE FOR 1977 WOULD 
BE SAME AS FOR 1976, AND COULD BE HIGHER IF END OF YEAR 
PRE-OPEC MEETING BUYING SETS IN. END SUMMARY. 

1 . LOCAL ARABIC DAILY AL-SIYASSA AUGUST 21 CARRIED STORY 
(LATER REPEATED BY VOA) THAT KUWAIT'S TRADITIONAL OIL 
CUSTOMERS HAD TOLD OIL MINISTRY THAT IF KUWAIT DID NOT 
REDUCE THE PRICE OF ITS HEAVY CRUDE BY AT LEAST 10 
CENT A BARREL KUWAITI OIL SALES WOULD BE DRASTICALLY 
REDUCED. COMMENTING ON STORY TO E/C SECTION CHIEF 
AUGUST 22, OIL MINISTRY MARKETING DIRECTOR CONFIRMED 

WHAT MINISTER RECENTLY TOLD AMBASSADOR (REFTEL) SAYING THAT 
MINISTRY HAS NOTIFIED ITS CUSTOMERS OF ARRANGMENT WHICH 
PROVIDES EFFECTIVE 10 CENT PER BARREL PRICE DECREASE (TO 
$12.27 FOR 31 API 2.5 PERCENT SULFUR HEAVY CRUDE). 

DIRECTOR SAID FIRMS HAVE BEEN TOLD THAT THEY WOULD 
RECEIVE A 10 CENT BARREL CREDIT RETROACTIVE TO JULY 1 
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ON ALL OIL PURCHASED IN THE SECOND HALF OF 1977 PROVIDED 
SECOND HALF 1977 10 CENTS PER BARREL CREDIT WOULD BE 
GIVEN TO COMPANIES FOR USE AGAINST PURCHASES MADE IN 
FIRST QUARTER OF 1978. HENCE TECHNICALLY, OFFICIAL 
KUWAITI PRICE WILL REMAIN $12.37 PER BARREL. ALSO, 

ASSUMING AN INTEREST RATE OF 8 PERCENT ON A DISCOUNTED 
CASH FLOW BASIS, CREDIT AS OF THE FIRST OF JANUARY 1978 
WOULD GIVE AN EFFECTIVE REDUCTION OF 9.4 CENTS PER BARREL. 

2. MARKETING DIRECTOR ADMITTED THAT KUWAIT OIL SALES HAD 
SLUTUMPED BADLY IN JULY 1977, KUWAIT OIL COMPANY 
EXPORTS DROPPING FROM AN AVERAGE OF 1.365 MILLION B/D IBSTHE 
FIRST SIX MONTHS OF 1 977 TO 1 . 1 55 MILLION B/D IN JULY. 

IF KOC SALES TO LOCAL REFINERIES (272,000 B/D) ARE ADDED, 

TOTAL JULY KOC SALES WERE 1.427 MILLION B/D COMPARED TO 
1.659 MILLION B/D FOR THE FIRST HALF OF 1977. IF KUWAIT'S 
SHARE OF NEUTRAL ZONE PRODUCTION IS ADDED, DROP WAS FROM 
1.833 MILLION B/D AVERAGE FOR THE FIRST HALF OF 1977 TO 1.6 MILLION 
B/D FOR JULY 'll. 

3. MARKETING DIRECTOR SAID THAT EVEN BEFORE EFFECTIVE PRICE CUT, 
SHELL HAD BEEN OFFLIFITNG AN AVERAGE ABOVE ITS 260,000 B/D 
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CONTRACTUAL MINIMUM. BP. HE SAID, NOTIFIED MINISTRY AUGUST 
21 THAT, IN RETURN FOR 10 CENTS PER BARREL CREDIT, IT WOULD 
BE LIKELY TO MEET ITS 396,000 B/D CONTRACTUAL MINIMUM OFR 
SECOND HALF OF 77. REPRESENTATIVE OF THIRD MAJOR OFFTAKER, 

GULF, IS OUT OF COUNTRY BUT DIRECTOR IS OPTIMISTIC THAT 
GULF WILL AGREE TO MEET CONTRACTUAL MINIMUM IN RETURN FOR 
10 CENT CREDIT. DETAILS ON ACTUAL JULY AND AUGUST PURCHASES 
AND PROJECTED PURCHASES BY OTHER CUSTOMERS WILL BE 
SENT TO DEPARTMENT AND SELCTED ADDRESSES BY AIRGRAM. 

NET EFFECT OF PRICE CUT APPEARS TO BE THAT TOTAL AUGUST 
OIL SALES, INCLUDING NEUTRAL ZONE PRODUCTION, LIKELY TO 
RISE TO NEARLY 1.9 MILLION B/D COMPARED TO ROUGHLY 
1 .6 MILLION B/D IN JULY AND THAT SALES FOR SECOND HALF 
OF 77 (INCLUDING KUWAIT SHARE OF NEUTRAL ZONE PRODUCTION) 
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ARE LIKELY TO AVERAGE 2 MILLION B/D. 

4. COMMENT: REPRESENTATIVE OF KUWAIT'S LARGEST CUSTOMER, 

GULF, (CONTRACTURAL MINIMUM 440,000 B/D) HAS REGULARLY 
PAINTED TALE OF WOE SAYING IT WOULD BE DIFFICULT TO MEET 
ITS CONTRACTUAL MINIMUM. FOR THE FIRST 6 .9,5# 9* 1977, 

GULF BOUGHT AN AVERAGE OF 415,000 B/D. GULF'S SECOND HALF OFFTAKE 
MAY BE LOWER THAN MARKETING DIRECTOR EXPECTS. HOWEVER, 

IT WOULD APPEAR THAT 10 CENTS PER BARREL CREDIT IS 
LIKELY TO INSURE KUWAIT OIL SALES NEAR THE PREDICTED 
2 MILLION B/D SECOND HALF FIGURE. IF SO, THIS WOULD MAKE 
TOTAL 1977 PRODUCTION AVERAGE 1.94 MILLION BD, - TEN 
PERCENT DECLINE FROM 1976'S AVERAGE OF 2.15 MILLION B/D. 

GIVEN TEN PERCENT OIL PRICE RISE, NET OIL REVENUES FOR 
1977 WOULD BE SAME AS 1976. SHOULD PRE-OPEC MEETING 
JITTERS LEAD TO EXTRA BUYING IN THE LAST QUARTER, AS 
THEY DID IN 1976, KUWAIT OIL PRODUCTION AND REVENUES 
FOR YEAR ARE LIKELY TO BE HIGHER. 

MAESTRONE 
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